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YOUR NEW JOURNAL 


WITH THIS ISSUE, the Journal of 
American Insurance resumes publi- 
cation as a monthly magazine. 
Thus opens another chapter in a 
publishing record stretching back 
more than 34 years, to July, 1924. 
Beginning with that date, the 
Journal of American Insurance was 
published continuously as a monthly 
magazine, through December, 1947. 
Later, some of the Journal’s former 
functions were served with the issu- 
ance of The Mutual Memorandum 
in weekly form, starting in August, 
1949, and continuing to August, 
1954. At that time the Journal of 
American Insurance became the 
publication name for The Mutual 
Memorandum, and has continued so 
through December, 1958. Now, new 
and restyled, the Journal resumes 
its role as a monthly magazine. © 
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American Mutual Insurance Alliance 


Your interests and ours are inseparably interwoven in these days of space-age 
public affairs and business. In furtherance of better communications and good 
relationships between us, the new Journal of American Insurance is being sent 
to you as one of a selected group of our contemporaries. It will come to you 
regularly each month. This is made possible by the cooperation of our 
member companies whose names are inscribed herein; there is no charge or 


obligation on your part. 


We ask only for the privilege of visiting you, discussing mutual prob- 
lems and getting better acquainted. Through your responses, which we hope 
will be forthcoming from time to time, we look forward to exchanging views 


on some of our common problems. 
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YOU ARE NOW ONE OF THE READERS of the new Journal of Ameri- 
can Insurance. 

Welcome! May our relationships grow in friendliness, understanding, 
confidence and good will for the best interests of all. 

Your problems and your interests are likewise ours insofar as they deal 
with security, protection, stability, safety, conservation, preservation and 
other matters in the realm of insurance, and more specifically mutual 
insurance. All of us, likewise, are concerned with government, legislation, 
jurisprudence, health, education, public welfare and the many other affairs 
of our daily life which are interrelated, directly or indirectly, with our 
business. 

Through your readership of the. Journal, we shall meet on common 
ground for a month-to-month visit on some of the current issues and 
trends growing out of these public affairs and your persona! interests. We 
aspire to report, discuss, interpret and communicate in such fair and 
competent fashion as to hold your interest, gain your understanding and 
merit your suggestions and comments. 

Our bond of readership with you is close and permanent. At some point 
or other, in some measure or degree, every one of us is involved in the 
affairs of one or more of the 5,700 insurance companies now operating in 
the United States and with the industry represented by the composite of 
those companies. Whether as policyholders or public policy makers; claim- 
ants or carriers; beneficiaries or benefactors, each of us has an attachment 
to insurance. 

Our field of coverage will encompass any topic of general public interest 
within the broad range of insurance in the United States, including the 
many insurance organizations, and all kinds and classes of insurance and 
of companies. 

Within the compound of these companies and this business, the Ameri- 
can Mutual Insurance Alliance, publisher of the Journal of American 
Insurance, is one of the key trade associations. Throughout the 36 years 
of its history, the Alliance has been dedicated to better understanding, 
closer cooperation and constructive action. To this end it maintains 
liaison with other associations and organizations. It offers a forum in 
which common problems can be discussed. It provides educational, infor- 
mational and advisory services to its members. 

Alliance membership includes the company through which Benjamin 
Franklin fathered mutual insurance in the United States. His principles 
and concepts still prevail to make mutual insurance the institution that 
it is today. 

In like measure, the Journal aspires to uphold the Franklin precepts of 
authorship and publishing, best expressed in these words of Poor Richard: 

“Without freedom of thought, there can be no such thing as wisdom; 
and no such thing as public liberty without freedom of speech.”’ 

In that spirit, we hope you will always find the Journal informative, 
helpful and interesting and that you will give us the benefit of your com- 
ments and reactions as one of our valued readers. 


Sincerely, 


NEWELL R. JOHNSON 
General Manager 


Here is a program, with united insurance backing, 


to help our state law makers cope with irresponsible motorists. 


THE RED FLAG ACT OF 1836 still stands as the 
classic example of how not to deal with our 
national-problem child: the irresponsible mo- 
torist. 

Not that the Act didn’t get results. It abso- 
lutely curbed the irresponsible English motorist. 
But it also hobbled the responsible motorist. 
It crippled the fledgling automobile industry 
of England for 60 years or more. All it required 
was that self-propelled vehicles be preceded by 
a pedestrian carrying a red flag by day and a 
red light by night; speed was restricted to 4 
miles an hour. 

Repeal of the Act in 1896 came none too 
soon, but it left a big void. 

Ever since then there has been an endless 
round of searching, experimenting and legislat- 
ing for a fool-proof projection of The Red Flag 
Act to solve the one big problem of this auto- 
motive age which heretofore has defied solution. 

This is the socio-economic problem of the 
financially irresponsible motorist and what to 
do about the uncompensated losses he causes to 
innocent victims of his bad driving. 

Now for the first time in automotive history, 
we have a program which can do the job. It 
can, that is, if it gets the united support of all 
who are earnestly interested in solving the prob- 
lem—legislatures, vehicle administrators, the 
judiciary, law enforcement officials, safety 
groups, automobile clubs and insurance carriers. 

This program is the insurance industry-wide 
plan now being presented to the public and to 
state legislatures. United behind it are 532 
casualty and fire companies which write four- 


Motoring irresponsibility was forestalled under the Flag Act by this 
advance-guard boy slowly carrying a tiny red-beribboned pencil. 
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UNITED AGAINS 


fifths of the automobile liability premiums in 
the United States. Back of those companies are 
the three major automotive-field insurance as- 
sociations— The American Mutual Insurance 
Alliance, The Association of Casualty and Surety 
Companies and The National Association of 
Independent Insurers—which have closed ranks 
to present a united front for adoption of the 
program. 

Never before has there been such a mar- 
shalling of forces behind a problem which has 
been getting progressively worse. The united 
membership of the three associations includes 
both stock and mutual companies. United. too, 
are the direct-writer companies and others 
doing business through the American agency 
system. All 532 of these companies, regardless 
of their corporate structure or method of doing 
business, have a real and permanent interest in 
the problem and have banded together to give 
the U. S. a program which will lick it. 
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Notable, too, is the fact that the advocated 
measures are non-controversial. They are, in 
fact, as completely non-controversial as they 
can be made without thwarting effective solu- 
tion of the problem. The program, itself, is an 
all-fronts attack of three parts, or steps: 

(1) New concepts in application of the finan- 
cial responsibility principle; 

(2). Effective traffic safety; 

(3) Voluntary use of the uninsured motorist 
coverage. 

No state now has all three parts of the pro- 
gram in force. Any state can start with Step 1 
and markedly improve its auto-horror record, 
proceeding in time to the other steps. For the 
first time the country has a national solution 
to the problem which can be dispatched state 
by state as rapidly as the states wish. 
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This is no 1959 version of England’s 1836 Red 
Flag Act. Rather it is a magna charta for rid- 
ding the country of a national scourge now 
taking an annual toll of 38,500 dead, 1,400,000 
disably injured and $5 1/3 billion in costs. 

Four corrective and lasting results are 
vouched for by proponents of the program: 

It will arouse the driving public to the neces- 
sity of financial responsibility. 

It will give the public more protection from 
financially irresponsible drivers. 

It will rid the highways of financially irre- 
sponsible drivers. 

It will rid the highways of unsafe drivers. 

Uninsured, irresponsible motorists can be re- 
duced to less than 2 per cent of the driving 
public by application of the financial responsi- 
bility principles alone. This is the considered 





United Against Irresponsibility 


judgment of insurance experts who have worked 
long and painstakingly on the new program. By 
contrast, an estimated 10 to 30 per cent of the 
nation’s drivers are now classed as financially 
irresponsible. One state is reputed to have 45 
per cent uninsured motorists. 

These drivers carry no automobile liability 
insurance. They are without money to pay for 
the damages they do with their cars. What 
property and income they do have is so meager 
and of such a kind that the law can’t touch 
them. They can be sued, but they are judgment- 
proof against even a dime’s worth. 

If the new concepts of the financial respon- 
sibility principle, executed through the pro- 
gram, reduce uninsured motorists to less than 
2 per cent of the driving public, the nation will 
have made a giant stride in social and economic 
justice. Add to that the uninsured motorist 
coverage, medical payments, life insurance; 
health, hospitalization, accident and other cov- 
erages. Then the problem of the uninsured mo- 
torist would shrink to social insignificance no 
longer needing drastic governmental action such 
as is now attempted through compulsory insur- 
ance, unsatisfied judgment funds and other in- 
strumentalities. 


New concepts of financial responsibility 

Step 1—application of the financial respon- 
sibility principle — strikes at two classes of 
motorists: 

Those who become involved in accidents. 

Those who are traffic violators. 

For them, eleven concepts, or requirements, 
in the application of the financial responsibility 
principle are set forth in the new program. 

Purpose is, first, to encourage all motorists 
to become financially responsible by removing 
from the road those motorists involved in an 
accident or traffic violation for which they can- 
not prove financial responsibility. Second, to 
protect the public from those motorists who 
have demonstrated their need for financial re- 
sponsibility either because of traffic violations 
or involvement in motor vehicle accidents. 

For motorists involved in accidents, these are 
the basic recommendations of the new program: 

Accident reports should be made in all cases 
involving $50 or more property damage or 
in cases involving bodily injury. This is to 





achieve as wide an application as possible of 
the law. Sanctions of the law will be applicable 
to all persons involved in accidents who cannot 
provide at the time of the accident evidence 
of financial responsibility such as an insurance 
policy or bond, a deposit with the motor vehicle 
administrator or a certificate of self-insurance. 

Such persons will be required to deposit a 
minimum of $500 as security for the accident 
in which they are involved. In addition, acci- 
dent-involved vehicles driven by such drivers 
will be impounded until restitution is made for 
the damages or until release from liability is 
obtained. 

If such persons fail to make the deposit cover- 
ing the cost of damages, both the operator’s 
license and registrations of the operator and 
owner of the vehicle are to be revoked for a 
period of two years unless satisfaction of the 
damages is made at an earlier date. 

In addition, before all such persons are again 
permitted on the highways, they will be re- 
quired to file with the motor vehicle commis- 
sioner evidence that they are financially respon- 
sible. Such evidence will have to be furnished 
for a period of five years. 

For traffic violators, as distinguished from the 
foregoing accident motorists, the recommenda- 
tions of the new program are tailored to (a) 
serious and (b) minor violators. In the (a) 
group are those who have been convicted of 
such violations as driving while intoxicated, 
leaving the scene of an accident, etc. They will 
be required to provide evidence of their finan- 
cial responsibility before they will be permitted 
again to drive upon the highways. Such evidence 
must be filed with the motor vehicle commis- 
sioner for a period of five years. This restric- 
tion would affect the operator’s license and the 
registrations of all cars of both the operator 
and the owner. 

In the (b) group would be those convicted 
of all minor types of traffic offenses, excepting 
standing or parking. Where no insurance was 
in effect at the time of the violations, such per- 
sons would have their licenses and registrations 
suspended until they furnished to the motor 
vehicle commissioner evidence that they have 
financial responsibility. 

Keeping this financial responsibility in force 
would be optional to these minor violation mo- 
torists. However, if they let it lapse and were 
then convicted of a second minor violation with- 
in a year of the first, they would be placed in 


JOURNAL OF AMERICAN INSURANCE 








—=— ewe. CS 


| 





the same category as drivers convicted of seri- 
ous violations. Before permitted to drive again, 
they will be required to file evidence of finan- 
cial responsibility with the motor vehicle com- 
missioner for a period of five years. 

Detailed blueprints for thus handling accident 
motorists and traffic violators are given in that 
portion of the new program dealing with the 
new concepts in the application of the financial 
responsibility principle. Furthermore, the pro- 
gram sets forth how operation of the law could 
be financed. The operating revenue can be ob- 
tained by charging a fee to the irresponsible 
motorist when he makes application to have 
his license reinstated. Thus, the program points 
out, the money to finance the job will be raised 
by those motorists who have created a need for 
such law enforcement activity. 


Two-fold goal sought in traffic safety work 


Step 2 in the overall program—traffic safety 
—has the twofold goal: First, to improve the 
driving habits of all motorists, and second, to 
rid the highways of those drivers who are un- 
qualified. 

Not every person is qualified to operate a 


PROGRAM'S 
HISTORY 
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THE PROGRAM HEREIN DESCRIBED is a product of 
long, painstaking work by a task force of the most able 
talent in the insurance industry. It is sorely needed aid, 
appearing just when the legislatures in state after state 
across the nation are considering anew how their traffic 
regulatory laws can be up-dated and revised to cope 
with the socio-economic problem of the irresponsible 
motorist. This, for some states, is the No. 1 problem of 
our automotive age. 

Around this state-centered problem, 30 executives 
from member companies of the AMIA, ACSC and NAIll 
mobilized more than a year ago. Basic principles of 
attack were agreed upon. Formulation of a program 
was assigned to a working task force of nine executives, 
three each from the several associations, assisted by 
their respective staffs. 

Basic principles of the problem and possible solutions 
were thoroughly reviewed. Laws of the various states 
were analyzed. Safety measures were checked against 
their performance and their shortcomings. These de- 
liberations, plus the miles traveled and the meetings 
held, make this the most concerted effort ever applied 
to the problem. The program is the proof. 
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motor vehicle. The strongest weapon for high- 
way safety is the strictness with which the 
driver license is originally granted and the cer- 
tainty of punishment or corrective action when 
the driving privilege is abused. 

On the foregoing premises, the program 
makes specific and far-reaching recommenda- 
tions on these ten proposals: 

Driver education ... Licensing of minors... 
License re-examination .. . Chemical tests for 
intoxication . . . No-fix traffic ticket . . . Point 
system of driver licensing .. . Anti-jay walking 
.. . Minimum age for regular license . . . En- 
forcement ... Sanctions on alcoholics. 

In advancing the foregoing program for traf- 
fic safety, the insurance industry believes that 
it is possible to develop safe automobiles, safe 
highways and streets, and safe drivers. Acci- 
dents can be reduced to a mere portion of what 
they are now. It can be done through proper 
legislation and administrative control based on 
sound engineering, education and law enforce- 
ment principles. 

Will the maximum in traffic safety, coupled 
with the antecedent financial responsibility, 
completely solve the problem of the irrespon- 
sible motorist? If not, what recourse do we 
have? 

The three associations advocating the pro- 
gram believe that financial responsibility and 
traffic safety will do most of the job, that is, 
reduce the number of uninsured motorists to 
the lowest minimum of all drivers. For protec- 
tion against the few remaining offenders there 
is available for motorists who may desire it the 
uninsured motorist coverage. Such coverage, 
which is made available to the public by almost 
all insurance companies, will protect the mo- 
torist and his family from loss he may incur in 
the event he is involved in an accident caused 
by an uninsured motorist. Cost of this coverage 
can be reduced to an extremely small amount if 
sound financial responsibility and a realistic 
safety program are established. 

England’s Red Flag Act of 1836 obviously 
wasn’t the answer to the irresponsible motorist 
problem. Considering the 123 years of experi- 
ence since then and the terrible toll in lives, 
injuries and damages, a sound, workable solu- 
tion of the problem is long overdue. 

The nation’s insurance industry is staking its 
future and its reputation, as well as the hope 
of the country, on the all-industry program as 
that long-sought solution. oO 
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NEW SAGAS IN SECURITY have been written 
by the undersea feats of the Nautilus, Skate and 
Seawolf, just as the early beginnings of insur- 
ance were enacted on the high seas. 

Crews of the U. S. atomic subs are worthy 
candidates for a “Feat of the Year’ citation. 
Considering the role now played by insurance 
in commerce, transportation, industry, personal 
affairs and other fields, there are ancient sea- 
men who merit “Feat of the Centuries’ fame. 

Some 3000 years ago plus, the Phoenicians 
merchandising up and down the Mediterranean 
Sea were at the mercy of the elements—and 
uninsured. Storms cost them as much cargo 
as they delivered; their security was being 
washed away with the goods tossed overboard 
by frantic crewmen trying desperately to save 
their ships. 

Shippers put their heads together on this 
mutual problem and created a very early form 
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of man’s best invention for peace of mind. They 
made a simple compact to share equally on 
goods tossed overboard and on other shipping 
losses. Out of the stark necessity for protection 
and security came one of the first recorded uses 
of the insurance principle, the spreading of the 
risks of the few to the many. 

Earliest known contract forms of the principle 
did not appear until many years later (Genoa, 
1347), but by that time marine insurance was 
practically universal among the maritime na- 
tions of Europe. 

Here in America, our earliest adventures into 
insurance, security and independence are linked 
with a crude prototype of our present-day 
atomic submarines which are blazing new trails 
in security, sub-polar commerce and record- 
long submersion. A measure of insurance for 
the success of the American Revolution and for 
the independence of the Thirteen Colonies was 
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Steaming into New York Harbor, the Nautilus of- 
fered proof of nuclear safety. Crewmen’s exposure 
to radiation is lower than that of average civilians. 


With a power plant undreamed of by the Revolu- 
tionaries, a modern A-sub follows the Turtle’s lead 
to two goals: U.S. security and no wasted space. 


what Sergeant Ezra Lee was really seeking 
when he maneuvered the 1776 underseas boat, 
Turtle, across the New York harbor and sought 
to affix a bomb to the hull of the British frigate, 
Eagle. 

Two centuries later the crews of our nuclear 
Navy craft have fashioned unforgettable history 
in mutual teamwork for the benefit and protec- 
, tion all through their feats of underpassing the 
S polar ice without stopping, mapping vast areas 
P of the Arctic Ocean floor, going around the 

world—close to the pole—in less than an hour 
0 and remaining submerged, not for the Turtle’s 
d minutes, but for ages of hours. 
y 
Ss 
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A brand of the sea-spawned protective prin- 
7 ciple which the hard-put Phoenicians first prac- 
= ticed is etched deep in the blueprints of the 


r Nautilus and in the log books of the Skate and 
r Seawolf, the result of 182 years of our looking 
S ahead to safeguard our security. © 
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Here Comes 


ALASKA 


ALASKA’S NEW STATEHOOD brings into the 
ranks of our state insurance commissioners a 
49th member, Ross P. Duncan, whose depart- 
ment will give Alaska an estimated $1 million 
annually in revenue in the next two years. 
Thus the newest state of the Union takes 
equal rank with Nevada as an insurance 
state; replaces Nevada as the state with the 
smallest population. 

Duncan has been Alaskan commissioner 
since October, 1955, previously having served 
four years in the Nevada department, first as 
deputy and then chief deputy. He is an in- 
fantry veteran of World War II, a captain; 
has served in independent adjusting and in 
the Justice Department. 

The new commissioner’s territory is almost 
one-fifth the size of the entire continental 
U.S., has twice the land area of Texas and 
“ten times as many problems,” by Alaskan 
admission. 

There is, however, an established insurance 
code and a well-organized department. More 
than 230 insurance companies are doing busi- 
ness in the new state; there are 500 licensed 
agents, with some of the agencies established 
for 50 or 60 years. Premiums written now 
exceed $23 million a year, a 25 per cent in- 
crease in the latest three years. About three- 
fourths is casualty and fire. © 


Commissioner Duncan, Mrs. Duncan, Ross, Jr., 7, and 
Peggy, 11; “but not our 12-story apartment home base.” 















Nothing but the best in safety engineering and insurance planning 


befits the biggest school boom in history. 





Perkins & Will 


— 


ill 
ee 


NO FIZZLE ON SCHOO 


WHEN RUSSIA’S SPUTNIK blasted off into the 
wild blue, it ignited a counter explosion in 
U. S. educational circles. Government Officials, 
legislators, the building industry and thousands 
of school authorities began with life-or-death 
zeal to overhaul America’s educational plant so 
that it will be second to none in the world. 

Disagreement has cropped up on practically 
every aspect of our school expansion program. 
But observers are united on one point— it’s big. 
Total annual outlay for land, structures and 
equipment is now running in the neighborhood 
of $3 billion; school construction is at a record 
level of more than 170,000 classrooms a year. 
That may be only a start. 

Be that as it may, the school boom is on. It 
portends, among other things, enlargement of 
public facilities already astronomical in terms 
of dollars invested . . . estimated currently to 
be in the vicinity of $25 to $28 billion. 

How do we get the acme of safety engineer- 
ing in the vast school construction program 
now under way? How provide adequate insur- 
ance protection for the skyrocketing investment 
Americans have in the classrooms into which 
33 million children elbowed their way this morn- 
ing? Our space-age educational needs have 
posed these and other challenges for the na- 
tional functions of our insurance industry, leav- 
ing other experts to grapple with the problems 
of curricula, frill courses, financing, construc- 
tion and even desegregation. 

Insurance men’s concern is long range and 
practical. Burned-out schools or an educational 
system economically torpedoed by fire loss won’t 


help much in keeping us free, strong and secure. 

Take safety engineering, for example. Too 
often it is taken for granted that adequate fire 
and accident protection are provided in school 
buildings. Regrettably, this is far from true. 
The average school today lacks certain basic 
fire and safety techniques and equipment; new 
schools are not all as safe as they should be. 

Fire is, of course, the biggest menace. In 
our existing schools, the problem stems partly 
from inadequate planning at the time of con- 
struction and partly from amateur maintenance 
practiced since. Hazardous conditions turn up 
most frequently, of course, in the older build- 
ings. Dangerous heating and wiring arrange- 
ments are much too common. Other trouble- 
spots are born of careless housekeeping in stor- 
age and maintenance rooms. 

Hiring competent maintenance personnel is 
of extreme importance in a school system. 
strangely enough, too many janitors and other 
school building personnel are employed because 
“they need the work” or have a friend with 
some influence, rather than for their ability to 
run a school building safely and efficiently. 

New structures too often reflect the idea that 
fire-protection engineering is a luxury and not 
a necessity. Such measures as are incorporated 
in the design, as well as equipment, usually 
represent the minimum required by law or local 
ordinance—not nearly enough. 

Entirely too many schools are being built 
without designs which subdivide them into more 
fire-manageable areas. But perhaps the most 
startling example of our casual attitude toward 
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school fire prevention and control lies in the 
fact that shockingly few buildings are protected 
by automatic sprinkler systems. The National 
Fire Protection Association reports only 29 fires 
in sprinklered schools from 1925 to 1950. It is 
a known fact, of course, that 97 fires out of 100 
originating in sprinklered buildings are con- 
trolled by the systems protecting the premises. 

It may be argued that sprinklers cost money. 
True, but with an average system in a common 
type building, the system will pay for itself in 
seven or eight years through reduced insurance 
premiums. In “fireproof” buildings, amortizing 
the expense will:take somewhat longer. But the 


EXPANSION! 


fact that the costs can be regained at least 
partially in insurance savings cannot be dis- 
missed. Today many companies and business 
men insist on sprinklers in their new shops and 
offices. Apparently, we protect our inventories 
better than our children in many cases. 

The basic point is that fire protection and 
other safety measures are not hit-or-miss prop- 
ositions. They are applications of time-tested 
techniques by skilled fire protection and safety 
engineers. And in all cases, inspectors from the 
state fire insurance rating organizations are 
the men best qualified to pass on the soundness 
of fire-safety recommendations .. . and their 
resultant effect on the rate which will apply 
to a particular building. 

In fact, that eventful occasion of ground 
breaking had best be postponed until the Board 
of Education has done one all-important thing: 
Submitted plans for the new school construction 
to the state fire-rating bureau for checking of 
all fire protection and fire-safety construction. 
The bureau will figure test rates based on these 
plans and show how to amend plans to eliminate 
every insurance charge in the rate. This service 
is free. It assures the minimum rate possible; 
the lowest insurance cost. The bureau also will 
advise on how to set up a blanket form properly. 

As to insurance coverage that is both econom- 
ical and adequate for a local school system, 
authorities in control should join with reputable 
insurance men and make a thorough analysis 
of their own particular problems. However, cer- 
tain points should not be overlooked: 

First, as to fire insurance: when a number 
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of schools are under one insurance-buying au- 
thority, insure the entire system under a blan- 
ket form, if possible. To facilitate budgeting, 
annual payment plans are of especial interest; 
several types are available, each offering dif- 
ferent advantages. Usually, school boards will 
find useful a plan that divides their insurance 
requirements so that approximately 20 per cent 
of the total expires each year. 

Because of the cost advantages, school prop- 
erties usually are written subject to an agree- 
ment that insurance will be maintained equal 
to a stipulated percentage of value. However, if 
the agreement is not observed, penalties will 
be applied if a loss occurs, making it extremely 
important that insurance programs be reviewed 
regularly to ensure that adequate amounts of 
insurance are being carried in relation to the 
present values of the properties. For example; a 
building valued at $100,000 is insured by school 
authorities, with an 80 per cent coinsurance 
clause, for $80,000. ‘“‘Coinsurance clause” is the 
name of the agreement of the insured to obtain 
and continue insurance equal to the percentage 
of value agreed upon. Over a period of years, 
the value of the building increases to $200,000 
but the insurance is renewed in the same 
amount. In the event of a total loss, the school 
board would be paid the face amount of the 
policy—$80,000—which is only 40 per cent of 
the valuation of $200,000. 

More serious, and more likely to occur—in 
the event of a partial loss—the school board 
would receive only half the amount of the 
loss, because it was only carrying half the 
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Our record of fires and fire losses in public schools and col- 


leges, as reported by the National Fire Protection Association, 
bespeaks more safety engineering in current school expansion. 





School Expansion 


amount of insurance required under the rate- 
lowering coinsurance clause. 

In many states it is possible to insure school 
buildings on a plan that will require the in- 
surance company to pay the school board, in 
the event of damage by fire, on a replacement 
basis without deduction for accrued deprecia- 
tion. Of course, it is necessary that the amount 
of insurance be chosen accordingly. The plan 
is called “replacement cost endorsement.” The 
advantage of the plan lies in the availability 
through insurance, of funds sufficient to provide 
for full cost of repair or replacement without 
resort to borrowing. 

Besides fire insurance on buildings in the 
school system, adequate contents coverage (not 
less than at 80 per cent of value) should be 
carried to protect furniture and fixtures. Most 
school boards also regard it advisable to extend 
the protection of fire insurance to include wind- 
storm, hail, explosion, aircraft damage, vandal- 
ism and malicious mischief. 

Aside from fire coverages, public liability in- 
surance should be carried with adequate limits 
to protect against suits growing out of accidents 
suffered on school premises. Likewise, fleet li- 
ability coverage on school buses and other ve- 
hicles cannot be omitted, and the higher limits 
are almost always desirable. Surety bonds are 
generally required for the office or function of 
school treasurer. In addition, workmen’s com- 
pensation laws must be observed and school sys- 
tems should consider coverage which provides 
payment to employes for injuries on the job. 

A school board’s insurance advisors should be 





WHICH SCHOOL NEXT? 


The nation’s third worst school fire—and Chicago's 
most tragic—is a current grim reminder of the 
urgency for stepped-up vigilance in school fire 
prevention and safety engineering. This was the 
December 1, 1958, fire in Chicago’s Our Lady 
of the Angels parochial school, with the loss of 
92 lives up to press time. Only the Texas and 
Ohio catastrophies were worse. 


Where next? It could be wherever there are 
inadequate fire escapes, unprotected stairs, trash, 
locked doors, no sprinkler systems and other haz- 
ards which are dealt with in this Journal article! 
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quizzed on other supplementary coverages, in- 
cluding theft of school property, and compre- 
hensive fire, theft and collision, and medical 
payment coverages on school autos and buses. 
Needed protection for movable school property 
is available under “floater” policies on a wide 
variety of articles such as musical instruments, 
athletic, photographic and laboratory equipment 
and valuable works of art. 

Accident and health insurance for student 
bodies, including athletes, also warrants atten- 
tion; while public liability insurance protects 
school systems against injuries in sports or 
other activities, student accident and health 
plans are often found desirable. 

Additional forms of protection that may be 
needed include insurance covering boilers, glass 
breakage, water damage, sprinkler leakage, ele- 
vator liability, valuable papers and earthquakes. 
Others sometimes purchased cover extra ex- 
penses resulting from temporary operations fol- 
lowing a fire or demolition costs for removal of 
buildings not completely destroyed, as well as 
fire department service charges in outlying 
areas. Authorities should be aware that school 
construction requires special insurance policies; 
it may be desirable to require performance 
bonds of contractors and suppliers in event that 
services contracted for are not provided. 

There are ways, too, to simplify handling of 
the school insurance program. Boards of Edu- 
cation often split up the insurance business 
among many of the agents in the town. The 
result is a multiplicity of coverages, forms and 
exclusions and a stack of insurance policies that 
may well all expire at different and inconvenient 
times. In this situation, it is much simpler to 
have one person write the entire property under 
a blanket form and then permit all the agents 
in the town’s agents’ association to participate 
pro rata in the premium. 

Schools going up all over this country are 
as important investments as our communities 
will ever make. Recent studies indicate that it 
is quite likely that ten years from now our 
schools will take at least twice the money to 
run that they do now. Enrollment alone will 
probably increase one-third, 10 million. 

If Sputnik teaches anything it is to aim for 
top standards in the planning, the engineering, 
the construction and the protection of our 
schools. Today it’s even more cogent than when 
Horace Mann said it: “Schoolhouses are the re- 
publican line of fortifications.” © 
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By CARL N. JACOBS 


THIS IS A MILESTONE YEAR in our work- 
men’s compensation laws. With 1959 we begin 
the second half century of our experience with 
such legislation in the U. S. 

In the short space of 50 years, we have ad- 
vanced to the stage where every state in the 
Union has a functioning system of workmen’s 
compensation—and has had for more than ten 
years. That alone is notable progress, especial- 
ly since more than one fourth of our states 
have had such laws longer than 45 years. 

Total world experience in workmen’s com- 
pensation spans only 120 years. 

Thus, in a few short years—relatively—we 
have completely discarded the common-law 
relationship between master and servant. Even 
more amazing is the continuing liberalization 
in our concept of compensable injury. We may, 
indeed, ask ourselves if the pendulum of liber- 
alization hasn’t overswung to the squandering 
of our compensation resources and the risk of 
injustice to deserving cases. In Michigan, for 
example, the court now says that an employer 
hires “a human being with all his reactions 
and his imperfections and must compensate for 
injury which results from them... . Horseplay 
is a normal and compensable part of employ- 
ment, even when forbidden ... .” and so on. 

Just what do we expect of workman’s com- 
pensation and what has it accomplished in these 
first 50 years? The record is a sobering rebut- 
tal to those who charge that state administra- 
tion has been a failure and should be replaced 
by a federalized system. 





To the contrary, workmen’s compensation un- 
der the state system is young, flexible, vigorous, 
progressive and constantly improving. Its ac- 
complishments are shared jointly by adminis- 
trators, labor, management and the insurance 
industry. 

Today 35 states provide substantially un- 
limited medical care under their workmen’s 
compensation laws. Among the remaining juris- 
dictions, the average duration of benefits is 
276.2 days, while the average maximum amount 
receivable is $1,768.75. Is that failure? Far from 
it, when we consider that as recently as 1940, 
only 12 jurisdictions provided unlimited med- 
ical benefits, the average duration was 63 days 
and the average maximum amount was $258.12. 


Weekly Benefits Now More Than Doubled 

Today the national average weekly benefit 
rate is $38.43. In 1938 the rate was $18.74. Thus 
in the past 20 years the average rate has in- 
creased $19.69 or more than doubled. 

Promptness of payment likewise has been 
stepped up, as can be verified in the reports of 
New York, Wisconsin and other states. 

Safety features of our workmen’s compensa- 
tion programs reflect the most credit of all 
upon the state administrative system. This 
again discredits the critics, because this is the 
area in which they have been most active. Both 
the frequency and the severity of workmen’s 
compensation accidents are 52 per cent less than 
the 1935-39 average. 

In rehabilitation, too, notable advances have 





MANAGEMENT'S VIEWPOINT on the present status and 
future of workmen’s compensation laws was solicited by 
the International Association of Industrial Accident 
Boards and Commissions from the U. S. Chamber of 
Commerce for presentation at the 1958 annual meeting 
of the Association. Carl N. Jacobs, who spoke for man- 
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agement, has been associated with the National Cham- 
ber for many years as an officer and director. He is 
president of the Hardware Mutual Casualty Company, 
Stevens Point, Wisconsin, which insures workmen’s com- 
pensation risks, and has worked in this field for 44 
years. This article is adapted from his timely address. 
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Workmen's Compensation 


been made, as witness the good start that has 
been made in the use of rehabilitation centers 
ior treatment of injured workers and in the use 
of other rehabilitation facilities. 

Such progress in these and other areas of 
workmen’s compensation are tribute, indeed, to 
the state administrative system. Employer 
groups, labor unions, insurance companies, pro- 
fessional groups and others have participated 
in the free exchange of ideas in state legislative 
forums which have worked for the improvement 
of these laws. 

How else can workmen’s compensation be ex- 
pected to meet the social and economic condi- 
tions that society may impose upon it? 

These demands vary from state to state owing 
to differences in industrial, social and economic 
characteristics. What may be sound policy for 
one state may not be sound for another. 

Both the worker and the employer find greater 
freedom of expression in a state forum than 
could possibly be found in the already over- 
burdened and cumbersome legislative processes 
of Congress. 

Furthermore, where the collection of revenue 
and the payment of benefits are made at the 
state level, both beneficiaries and those who 
provide the revenue Know the true costs and can 
best judge the quality of administration. 

State administration permits experiment with 
policy and administration. New ideas and pro- 
grams are tested and rise or fall as experience 
indicates. Those who believe in state govern- 
ment believe in self-government and in the 
responsibility of individual citizens to decide 
what is best for themselves. 

Those beliefs are well-founded. The history 
of industrial progress shows the greatest strides 
are made in a free and unregimented frame- 
work. 

In fact, to deny the legislative processes of 
the states is to strike at the very basis of our 
constitutional system which recognizes the sov- 
ereignty of the constituent states and the ca- 
pacity of the states to govern. 

It is the position of the national Chamber of 
Commerce that workmen’s compensation should 
be provided for by the laws of the several states 
and that federal workmen’s compensation leg- 
islation should be limited to employment ex- 
clusively under federal jurisdiction. 
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Under that system, the record of the past 50 
years is one of eminent progress. What, then, 
are the challenges of the next 50-year age of 
atoms and space? 

The system must be as dynamic as the in- 
dustry it serves and as the economy in which 
it lives. It must be capable of meeting the needs 
of the labor force for which it was created and 
adjusted to the capacity of the industry which 
supports it. 


Insurance Serves Employee and Employer 


In this insurance has a dual role of service— 
service to the employer and service to the em- 
ployee. However, the decision as to the amount 
of benefits is not ours to make. Our task is to 
provide security for payment of the benefits 
required by the workmen’s compensation law 
and such further coverage as is necessary to 
meet the needs of those who desire the protec- 
tion and service which we afford. Our task is far 
more than the mathematical pooling of risks. 
We also have the duty to eliminate hazards so 
far as possible. 

The suggestion that private insurance car- 
riers be eliminated from the workmen’s compen- 
sation picture would deprive the employer and 
employee of the two advantages that govern- 
ment insurance inherently lacks: flexibility and 
the standard which competition alone can pro- 
vide for judging efficiency. 

The record of private carriers in the fields 
of rehabilitation and prompt payment of claims 
is ample proof not only of the need but also 
the necessity of private enterprise in this field. 
It is the position of the National Chamber that 
employers should be allowed to self-insure if 
qualified and to insure if they so desire. 

Uppermost as a challenge of the future is 
rehabilitation. Management recognizes that it 
has the primary responsibility in this area— 
from a humanitarian standpoint toward the 
worker as an individual and toward the worker 
as a productive unit in the industrial scheme 

First, we must coordinate the activities of all 
those who are involved in rehabilitation pro- 
grams. Second, we must undertake a program 
of employee education so that the injured work- 
er becomes thoroughly familiar with the great 
potentialities that rehabilitation offers. 

This means that we must speed up our re- 
ferral processes so that the specialists who are 
competent can deal with the injured workman 
at the earliest possible date. Laws which retard 
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the referral processes must be amended. Em- 
ployers, insurers, administrators and, most im- 
portant, physicians must cooperate in providing 
expert professional services to the end that 
every remaining ability of the injured worker 
will be salvaged. 

This is not a job for the general practitioner, 
regardless of how skilled he may be in many 
phases of medical science, unless he has been 
specially trained as a rehabilitation expert. 

Third, emphasis should be placed upon the 
worker returning to gainful employment rather 
than emphasis upon the disability and the pay- 
ment of awards which hamper the full utiliza- 
tion of rehabilitation. 

Fourth, employers must be educated as to the 
values and capabilities of the physically handi- 
capped. 


Accident Prevention Is Dual Challenge 

In accident prevention, the challenge of the 
future lies in two areas: First, in extending 
present safety work into broader areas, and 
second, the need for study and research con- 
cerning the human factor in accident causation. 

What about the adequacy of compensation 
benefits? Here the challenge of the future lies 
in a more effective and equitable distribution 
of the money available for benefits. 

There is a growing and inequitable philosophy 
that when a person is injured, he is entitled to 
some compensation for his pain, suffering and 
inconvenience, regardless of whether or not he 
is disabled. Money drained off in such cases 
prevents adequate compensation to those who 
are more seriously and permanently injured and 
thus in greater need. 

Second, as deserving our special attention, is 
the vast amount of existing and potential over- 
lap between workmen’s compensation and other 
public insurance programs, such as old age and 
survivor’s insurance, non-occupational disability 
programs and proposed disability insurance. We 
cannot afford the luxury of double benefits and 
overlapping programs. 

Third, is the lack of proper demarcation be- 
tween occupational and non-occupational dis- 
abilities. There must be a recognition that the 
workmen’s compensation law is for the pro- 
tection of workers against the hazards of em- 
ployment and not an all-inclusive health in- 
surance law. 

Finally, here is a challenge of immediate and 
pressing concern: The present session of Con- 
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gress will be the staging ground for thorough 
and exhaustive hearings before the Joint Atomic 
Energy Committee on the subject of radiation 
injuries to the workers. 

Already certain pressure groups are saying 
that the radiation problem is of such nature 
that the states can not possibly adjust to it. 


States Are Already Alert and Active 


For the record: (1) the states are already 
awakened to the problem and (2) industry is 
learning to deal effectively with these radiation 
hazards. The accident record is one of the 
lowest in American industry. 

Nevertheless, those of us who are interested 
in preservation of state administration of work- 
men’s compensation are on trial to improve 
our laws in this atomic age. We have made a 
commendable start. State agencies through pub- 
lic utilities commissioners, health departments, 
labor and industrial safety divisions under lead- 
ership of .governors’ conferences are making 
special studies of developments in this field with 
particular emphasis on the role that must be 
played by the states. Many states already cover 
the radiation hazard. Some states have passed 
comprehensive atomic energy laws, and studies 
by many other states are in progress. Seven 
states have adopted comprehensive radiation 
protection codes, and 30 states have established 
committees to study and advise on radiation 
problems. 

In this area of radiation, as well as in rehabili- 
tation, safety and benefits, the record of state 
performance belies the arguments of those who 
see the centralization of governmental power 
as the only route to workmen’s compensation 
progress. Certainly there is nothing magical 
about the federal government. It is run by 
people the same as the states. It, too, has prob- 
lems—49 state varieties—that are bigger, more 
complex and less likely to be solved to the satis- 
faction of workingmen. © 





INSURANCE DOES IT! 





A MODEL TYPEWRITER equipped with Chinese letters, shipped 
by its American inventor from New York to Shanghai, was 
protected with an insurance policy in the sum of $50,000. 
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Monroe Michigan’s Enrico Fermi Atomic plant 


is our first nuclear “breeder” station: 


NEW ATOMIC TRIUMPH 


While it generates power from atomic fission, 


it also produces additional atomic fuel. 


AMERICA IS MAKING an all-out investment in 
atoms for peace. So far, more than a billion 
dollars has been earmarked by industry and 
federal planners to develop a commercial nu- 
clear power network. 

It’s not a fast process, still, some authorities 
estimate that by 1975, perhaps 20 per cent of 
all power needs in this country will be filled by 
atomic fission. Step by step, America is moving 
toward that goal with a succession of individual 
installations, each plant more efficient and in- 
novational than the last. 

Our newest is the Enrico Fermi Atomic Power 
Plant, in Lagoona Beach, Michigan. Named for 
the man who scratched the first atomic match 
in 1942, the Fermi plant is unusually significant. 
It is the first full-sized American plant yielding 
by-product plutonium to replace the uranium 
235 that begins its process. 

For the first time, a major power plant will 
produce electricity ... and fuel. This, then, is 
where we stand at the $1 billion mark... on 
the verge of a power revolution. But leaving the 
coal-and-oil age raises some health and in- 
surance questions. 

A major atomic problem is safety, and here 
the news is heartening. No mystical monster, 
nuclear power has been tamed by unyielding 
precautionary efforts. While a major atomic ac- 
cident could be catastrophic, the chances of your 
dying in one are one ten-thousandth of your 
possibilities for death in an auto wreck. 

With some 250 reactors built or planned, and 
5000 radioisotope licenses issued for industrial- 
medical use and research, safety problems and 
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workmen’s compensation for radiation injuries 
are being intently studied. Insurance men, em- 
ployers, and state administrators and legisla- 
tors are teamed up in the development of radia- 
tion safety codes and properly expanded state 
workmen’s compensation laws. 

Insurance coverage and public protection 
from the atom’s broad hazards are a many-sided 
subject also receiving biiateral study. On the 
Fermi plant the contractors, by law, must carry 
$60 million worth of liability insurance. The 
Federal government then guarantees additional 
protection up to $500 million, the legal ceiling 
on liability claims for atomic accidents. 

Posers: Is this enough insurance? Or too 
much? What price a possible loss, anyway? 

Tough questions, and there are many more. 
Some of the answers are now being formed, and 
the Journal will explore this problem further. 
Meanwhile, our atomic advances pile up. © 





The $72 million Enrico Fermi Atomic Power Plant will 
begin lighting Detroit homes in ‘61, producing enough 
power for a city of 135,000 and breeding atomic fuel. 
Photo Power Reactor Development Company 


(Right) There’s no fearsome voodooism in nuclear 
power when it is properly safeguarded. The record is 
remarkable: only two deaths, 16 injuries in 12 years. 


(Left) First commercial reactor shield, for Shipping- 
port, Pennsylvania, plant. Combustion Engineering, 
Inc., made both it and newer Enrico Fermi vessel. 
Photo Combustion Engineering, Inc. 
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HERE’S WHAT 


BOOSTS 


AUTOMOBILE 


INSURANCE RATES 


AUTOMOBILE POLICYHOLDERS and their in- 
surance companies can agree on this: Rates 
are badly out of balance! 

Policyholders who complain they’re taking 
the brunt of that imbalance in too-high rates 
have their answer in the evidence at the right 
which shows the build-up in claims and in the 
cost of those claims. At going prices, automo- 
bile insurance is a bargain! Insurance com- 
panies know what the rate-imbalance has cost 
them: Losses of $600 million since World War II. 

Correcting the imbalance is a simple choice 
between two things: (1) Higher rates or (2) 
fewer accidents at less cost. 

Motorists don’t want (1); there’s plenty they 
can do about (2). In fact, in some communities, 
rates have been reduced by concerted action 
of citizens against rate-boosting causes. These 
communities have curbed bad driving, traffic 
law violations, heedless speed, faulty car main- 
tenance, unjust jury verdicts, exorbitant repair 
charges, ambulance chasers, soft drivers’ tests. 

They’ve put a premium on old-fashioned 
honesty among doctors, lawyers, garagemen and 
adjusters; they’ve got what they were after: 
accident reduction, deflated accident costs and 
lower automobile insurance rates. 

Until other motorists and their communities 
do likewise, the only way to get fair and stable 
balance in the automobile insurance problem 
is to put rates and premiums high enough to 
cover our extravagance in accidents and in the 
cost of those accidents. Rates are far short of 
that now. © 
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AUTOMOBILE INSURANCE RATES fall 
far short of bearing the load put on 
them by the big increase in accidents 
and the cost of those accidents. Motor- 
ists hold the key to rates: Improved 
driving and other corrective measures. 


*Property damage and bodily injury combined 
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Catching up 
CONGRESS 


—on insurance 


REGULATION of the insurance business by 
governmental decree has been going on ever 
since the Sioux Indians turned over all their 
land in Iowa and most of their territory in 
Minnesota to the U. S. That was 1851. 

The newest chapters will be written in what- 
ever legislation is enacted by the 86th Congress 
now in session. 

For better understanding of what is happen- 
ing now there is helpful background in the 
insurance section of Simon N. Whitney’s new 
two-volume work, Antitrust Policies: American 
Experience in Twenty Industries, published by 
the Twentieth Century Fund, New York. His- 
tory and development of insurance in the U. S. 
are compacted in the volumes. 

Contemporary legislation had its genesis in 
the now-famous South-Eastern Underwriters 
case of 1944 in which the Supreme Court, over- 
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turning precedents which went back to 1869, 
declared by a 4 to 3 vote that insurance is 
“commerce” and thus subject both to state 
regulation and, in its interstate phases, to the 
federal antitrust laws. This was followed in 
1945 by Public Law 15, the McCarran Act, by 
which Congress exempted insurance from the 
antitrust laws to the extent that it was reg- 
ulated by state law. All the state legislatures, 
with the cooperation of the insurance industry, 
subsequently passed regulatory laws or revised 
those they already had. 


Four Advances Credited to Insurance 

Whitney’s brief for the insurance industry is 
that legislation and regulation following the 
South-Eastern Underwriters decision have on 
the whole improved operation of the industry 
through contributing to four notable advances: 


More logical rate making. 

Elevation of advertising standards in accident and 
health insurance. 

Undermining of coercive practices. 

Above all, a new and healthy rate competition. 


Whitney then summarizes under about 12 
headings, giving good background for whatever 
happens in the 86th Congress: 

Heart of the new legislation passed by the 
states in and around 1947 was public regulation 
of fire, casualty and surety rate making. Rates 
are filed with the insurance department, usually 
with supporting statistics, and may be disap- 
proved if they are “excessive, inadequate or 
unfairly discriminatory.” Much of the work of 
preparing rates is done by rating bureaus, which 
had long existed but to whose services all in- 
surers were now given a right to subscribe. The 
rate structure has been improved through a 
more complete classification of fire risks and 
greater refinement of expense data. Partially 
offsetting this gain are the added costs and 
red tape of regulation. 

The effect on rates, according to the com- 
missioners themselves, has been to prevent some 
increases and bring about some reductions. The 
industry complains that political considerations 
have often delayed increases which were jus- 
tified by a rise in costs or losses; this may 
well have happened. Nevertheless, it is recog- 
nized that most commissioners, especially in the 
more important states, have done conscientious 
work. On net balance, insurance companies 
have earned a fair return under regulation de- 
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spite some exceptions, and losses in some lines 
for which rates failed to keep pace with infla- 
tion. Investment income has held steady when 
underwriting income lagged. 


(Editor's note: More recent history, subsequent to the 
book, is less favorable. Industry reports show heavy under- 
writing losses in fire and casualty insurance in 1956 and even 
more disturbing losses in 1957. Whether 1958 was better, 
and how much better, depends upon opinion of the person 
questioned.) 


q the custom of cooperative rate making 
and the dominance of non-price competition 
emerged from the experience of the industry. 
Unregulated price competition had proved dan- 
gerous in an industry in which the future drain 
on reserves of any single company cannot be 
accurately estimated at the time the original 
rate is set. Cooperatively set rates were bound 
sooner or later to come under public regulation, 
but there is no accepted theory for a proper 
rate such as has been developed for monopolis- 
tic public utilities. The best solution appears 
to be to encourage but not require pooling of 
loss experience, to permit rate competition 
based on less expensive methods of doing busi- 
ness, but to prevent rate cuts which clearly go 
below cost. This is approximately the approach 
of the prevailing laws, although not always of 
their enforcement. 

The new rate laws encourage independent 
filings and deviations from bureau rates; the 
number of these has increased sharply in re- 
cent years. ... The rate cuts have usually been 
based on lower compensation to agents or to 
the sales staff of direct insurers. Some rate cut- 
ting has also occurred since 1950 on the theory 
that multiple line coverage by a single company 
or associated companies reduces overhead costs. 
The introduction of new forms of policy has 
been another aspect of the same competitive 
trend. ... 

Discriminations in rates have not been 
such as to call for any significant action under 
the new rate regulatory laws. 

@ Most states have enacted laws against false 
advertising and other unfair trade practices. 
Author Whitney says they have been little used. 


(Editor's note: Intervention into this field by the Federal 
Trade Commission has been ruled out by the Supreme Court; 
neveriheless it has stimulated a general effort to raise adver- 
tising standards.) 


@ Although few of the other new state laws 
(such as the statutes which approved the “fleet” 
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or “group” type of operator) have had impor- 
tant results as yet from the antitrust stand- 
point, it is clear that state insurance legisla- 
tion has been completely overhauled as a result 
of the Supreme Court’s 1944 decision. 

@ One important consequence of the new 
regulatory situation was the abolition of agree- 
ments among insurance companies fixing ceil- 
ings on commissions payable to agents. This 
opened up the way to bidding up of commis- 
sions, and through them the cost of insurance, 
as one form of insurance company compensa- 
tion. Direct insurers have, therefore, been able 
to increase their sales by using the economy 
appeal, and thus to threaten the long-term 
position of agents themselves. 


(Editor’s note: More significant, other authorities point out, 
has been the program of commission reduction by one major 
company over the past few years and, within recent months, 
the general program of reduced commissions on automobile 
insurance by a majority of the stock companies. This has been 
done in an effort to keep down rates.) 


@ The anti-boycott provision of the McCar- 
ran Act has caused the disappearance of most 
of the formal rules by which organized agents 
and the companies they represented kept busi- 
ness within approved channels, and thus barred 
out both unethical operators and merely inde- 
pendent operators. Elimination of such rules is 
not, therefore, pure gain. Antitrust suits were 
instituted against two local agency groups that 
maintained these practices. 


(Editor's note: Subsequently one of these suits was termi- 
nated by a final decree of the lower courts, the U. S. Supreme 
Court refusing review. This was the case in which the New 
Orleans Insurance Exchange was held to have violated the 
antitrust law in several respects and was ordered to change 
its rules and practices. In the other case, the Cleveland Board, 
as noted by Whitney, abandoned some rules; others are still 
at issue when the case comes to trial.) 


@ Tying clauses, by which lending institutions 
insist that mortgage borrowers buy their in- 
surance from the lender, or insurance companies 
require policyholders to use services of favored 
businesses, have been brought under the ban 
of the law; but many complaints against this 
practice are still being received. 

@ The effect on life insurance of the new 
legislation has been small,... 

© Concentration in life insurance is relatively 
high, but has declined since 1939. In fire and 
casualty it is relatively low, but is increasing. 
New companies are still able to enter both 
branches of the industry in large numbers. © 
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When enforcement bears down under point-system licensing, 


By PAUL FRIGGENS 
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IT WAS RUSH HOUR when Bill Jones pulled 
away from his Loop office to meet the boss 
arriving on a 6 p.m. flight at Chicago’s Midway 
airport. He was running late—and doing 50 
miles an hour in a 40-mile zone when a police 
car flagged him down. 

Bill was found guilty, fined and his record 
dispatched by the Chicago Municipal Court to 
the secretary of state in Springfield. There Bill’s 
report was routinely checked and a card 
punched. Then something revolutionary hap- 
pened—an electronic computer analyzing the 
day’s flood of reports discovered that Bill’s 
speeding, together with two previous convic- 
tions, within the same 12-month period netted 
him 45 points against his operator’s license on 
the state’s scoring system. He was due to have 





bad drivers reform to save their driving privileges. 


his license suspended for three months! With- 
out further ado, the electronic “brain” printed 
Bill’s notice of suspension, along with an ab- 
stract of his convictions, a reviewing officer 
approved it, and exactly three days after his 
conviction, the Chicago driver got the bad news 
in his mail. He would be a safer driver when 
he drove again! 

Thus Illinois, with some amazing electronic 
data processing, is making the U. S. history in 
the point system of driver licensing as a curb 
on bad driving. 

But what about the point system, nationally? 
Has it caught on? Is it doing the job? 

A survey by the Journal of American Insur- 
ance shows that the 22 states and District of 
Columbia now using the system overwhelmingly 
recommend the use of points for driver licensing 
and traffic control. They are discovering and 
correcting its weaknesses. They are teaming it 
up with other measures. Illinois’ electronic proc- 
essing system is a big step toward putting more 
punch in the point system. From New York to 
California, all 22 states appear to use the system 
with varying success, chiefly for driver-improve- 
ment purposes. 

Five of the states operate the system by 
statute; the rest by administrative decree. Con- 
necticut claims the oldest—launched in 1947— 
although as far back as 1930 New York had pro- 
visions for suspending or revoking licenses and 
certificates of registration. Illinois, Idaho, Iowa 
and Michigan adopted the point system as re- 
cently as 1958. 

Illinois’ Secretary of State Charles F. Car- 
pentier calls his state’s “the most balanced and 
thorough system in the nation.” 

With nearly 5 million licensed drivers, 400,000 
accident reports and 726,000 traffic convictions 
in a single year, Illinois needed some kind of a 








HEAVY, HEAVHA 





NMANGS OVER THEIR HEADS 





POINT SYSTEM INFORMATION 
POINT VALUES ARE AS FOLLOWS: 


Fatal accident involvement, if respon- 


sible in any way 10 Points 
Operating under the influence of 

liquor or drugs 10 Points 
Evading responsibility 8 Points 
Racing 8 Points 
Operating while under suspension 7 Points 
Reckless driving 6 Points 
Speeding 4 Points 
Failure to grant right of way 3 Points 
Improper passing 3 Points 
Failure to keep right 3 Points 
Failure to drive at reasonable distance 3 Points 
Passing a standing school bus 2 Points 
Improper turn . 2 Points 
Failure to stop at stop sign 2 Points 
Failure to stop at stop light 2 Points 
Failure to give proper signal 1 Point 
Driving wrong way on one way street 1 Point 
Failure to drive in proper lane 1 Point 
All other convictions for moving vio- 

lations 2 Points 
Police or Inspector’s warning 1 Point 
Public complaint (after hearing ) 1 Point 
Accident involvement, if responsible 

in any way 1 Point 


Points to remain on driver's record for a period 
of fwe years from date assessed 


At 3 points we will send you a warning letter. 

At 7 points we will call you to a conference. 

At 10 points you will have to show cause, at a 
hearing, why your license should not be sus- 
pended. 


It's much easier to protect your right to drive—by 
being o safe, courteous driver—than it is to re- 


gain your license once it has been suspended. 


Va Commissioner of Motor Vehicles 














Point-system scale now used for various offenses in 
Connecticut, where system originated in 1947. With 
variations, a similar scale is used in many other states. 
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wonder machine. The job at Springfield had 
become a clerical nightmare. Now electronic 
processing has accomplished a major break- 
through in Illinois traffic problems, at least in 
the Chicago area. (More about the rest of the 
state later.) 

Electronics computing is sure to be adopted 
in other states. Already, several are considering 
some such speedup in their point system. 

How does the point system work? Take Con- 
necticut, where the system originated. The state 
has a scale for each accident, arrest or con- 
viction and even an Official warning, as shown 
in the accompanying illustration. With varia- 
tions, the same idea is used throughout the 
country. Illinois lists 84 separate offenses and 
runs the scoring up to 110 points for revocation. 

What is the point system accomplishing? 

It’s making everybody more safety conscious. 
In Kentucky, an editor reported, defendants in 
court now appear to worry only a little about 
their respective fines. They ask, instead: 

“How many points will this give me?” 

In a few months, Iowa reported traffic deaths 
down 20 per cent after inaugurating the point 
system. Though other factors contributed, the 
Mason City Globe-Gazette declared: “More than 
anything else, the point system has made our 
motorists realize that driving an automobile 
is a privilege, not a right.” 

The manager of the Minneapolis Safety Coun- 
cil, Forst E. Lowery, reports: “Already you can 
spot short-point drivers minding their law ob- 
servance to the letter.” 

California made a study of 1,039 negligent 
operator cases handled by interview or hearing 
in the Los Angeles area. Result: Approximately 
80 per cent of the drivers contacted either com- 
pletely eliminated their violation record or 
showed very material improvement. California 
dispatched almost 160,000 written warnings and 
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held an amazing 37,953 hearings or interviews in 
1957. Says motor vehicle director, Paul Mason: 
“We feel that we get more effective and satis- 
factory results through personal contact with 
the driver than taking action on the basis of a 
record alone. Our program is directed toward 
preventive rather than punitive measures.” 

At 37,000 hearings, California officials got this 
response most often: “You won’t hear from me 
again,’—exactly what California desires! 

Bettering California’s record, Indiana claims 
a heartening 88 per cent of its problem drivers 
have corrected their own bad driving habits 
without a penalty. “This action,” says motor 
vehicle director, Thad Wiseheart, “only comes 
after we have called in drivers for hearings 
and laid the cards on the table. We are enthusi- 
astic about our point system.” 


Speed-caused accidents reduced by system 

In Indiana, as elsewhere, speed is the cause 
of most one-car accidents. Now the point system 
is helping lick this problem. Says Wiseheart: 
“We operate on the theory that a driver may 
not slow down to save his life, but he will slow 
down to save his license.””’ When a driver accum- 
ulates six points, he promptly receives his first 
warning letter. 

In hundreds and hundreds of cases, drivers 
who have been sent warning letters show no fur- 
ther violations for as long as two or three 
years. In such cases, Indiana writes commend- 
ing these drivers. 


Chronic violators screened out by points 

On the other hand, there’s the chronic vio- 
lator—about one out of every 200 drivers. The 
point system screens him, too! Either, he’s 
barred from driving altogether, or kept under 
constant review. In Indiana, he never again is 
allowed to accumulate 12 points before further 
action is taken. One result of this tough policy 
is sharply declining fatalities in the state. In- 
dianapolis—with 35 per cent of all cases han- 
dled under the point system—is cited by the 
National Safety Council year after year. And 
Indiana, which used to rank 38th among the 
states in traffic safety now is moving right up 
to the top. Intensive publicizing of the point 
system has helped. What’s more, Indiana’s sys- 
tem is paying its own way. A driver is assessed 
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$1.75 court costs for each conviction, of which 
$1.50 goes to the motor vehicle bureau. 

With much the same clinical approach, New 
Jersey claims an astonishing 93 per cent con- 
verted drivers. William M. Millen, Jr., chief 
of the state’s driver improvement explains: “We 
score on a basis of 12 or more points for moving 
violation convictions within a three-year period. 
We believe the point system has kept the acci- 
dent rate from soaring, despite the fact that 
motor vehicle registrations and drivers’ licenses 
have greatly increased.” 


One state cut traffic death rate to half 

In Connecticut, the point system has helped 
cut the state’s traffic death rate to less than 
half of the national average. Says motor vehicle 
commissioner, John J. Tynan: “We believe that 
this way of handling erring drivers is proving 
very satisfactory. During the past year, less 
than 350 drivers failed to heed our warnings 
and were suspended. We feel safe in saying that 
the point system has gained the respect and 
cooperation of those drivers we have been trying 
most to reach.” 


“Protects good driver—corrects the bad” 


James E. Bassett, deputy Kentucky state 
safety commissioner, testified: “We would heart- 
ily recommend the point system for all 48 states. 
We believe it protects the good driver and 
corrects the bad.” 

And James R. Barrett, chief of New York’s 
Police and Traffic Safety Bureau, concludes: 

“The point system has removed habitual vio- 
lators from the highways, and it also works psy- 
chologically to prevent repeated violations by 
others. Over the years the point system has 
resulted in a great number of revocations and 
suspensions. In 1957, New York had 974 revo- 
cations and 1,453 suspensions. New York feels 
that it has developed a sound, workable program 
and would have no hesitancy about recom- 
mending its adoption in other states. But it 
should be tailored to local needs.” 

Probably the biggest need is speedy and com- 
plete action on traffic violations—hence, Illinois’ 
electronic system. But behind this is the prob- 
lem of the courts. Despite computing machines, 
Illinois is having its troubles. While the Chicago 
Municipal Court endeavors to report all con- 
victions to Springfield, at the latest within 72 
hours, much of the state lags far behind. A 
recent investigation showed that hundreds of 
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Illinois local magistrates and justices of the 
peace reported no convictions at all! Moreover, 
there is lax enforcement in scores of local com- 
munities. Kentucky reports the same thing: 
“The weakness of the point system lies basically 
in the lack of cooperation of certain courts that 
have a tendency to dismiss violations against 
local residents but to convict out-of-county and 
out-of-state motorists.”’ 

Despite its outstanding safety record, Indiana 
would like to speed up its court reporting ma- 
chinery, too. And New Jersey reports: ‘“Unfor- 
tunately, owing to voluminous detail and per- 
sonnel limitations, not every driver is reached 
for citation when he should be.” 


Uniform, no-fix traffic ticket stressed 


Lack of a uniform no-fix traffic ticket is an- 
other major weakness. Only seven states with 
the point system report using the uniform 
ticket, while four others report similar tickets 
or limited use. Many authorities contend we 
shouldn’t have point systems until we adopt the 
no-fix ticket and until there is more integrity 
among officers and politicians. They point out 
that actually a vigorously enforced point system 
increases the danger of payoffs and fixes. 

If you travel Massachusetts today you’ll find 
the point system inoperative. Says Bruce Camp- 
bell, manager of the Massachusetts Safety Coun- 
cil: “It meant nothing because Massachusetts 
did not have a no-fix ticket.” 

The upshot in Massachusetts is that the Com- 
monwealth Safety Council is campaigning for a 
uniform no-fix ticket together with an elec- 
tronic, economically operated point system like 
Illinois’. It says it favors the point system 
because: “It is a constant reminder to the 
driver over a period of years that he has vio- 
lated a traffic law, and without the system it 
would be almost impossible to eliminate the 
dangerous driver from the highways.” 


Questions point way to strengthening system 

The Journal’s survey turned up other ques- 
tions about the point system: 

What’s the correct demerit or point value 
for each traffic offense? Everyone has his own 
ideas! People, for example, feel injustice when 
two drivers with different offenses get the same 
points. In some states, they are considering 
even higher penalties (and more points) for the 
more serious offenses. 

Driver education: The average driver is likely 





to see no reason for improvement so long as 
he has a few points to go. Or, like the Cali- 
fornia man, believes he is permitted so many 
violations before action. 

Court appeals are another problem. The min- 
ute drivers hit the maximum 10 or 12 points, 
they appeal to a common pleas court. In Ohio, 
some of the courts in larger cities are over- 
loaded today. 

Cab drivers and those with greater mileage 
sometimes complain the point system discrimi- 
nates against them. Some states make allow- 
ance for heavier driving. 

Finally, trying to enforce revocation or sus- 
pension is a knotty problem by itself. Just how 
do you check up to see whether a violator is 
driving again? 

Authorities agree we need more research. Cali- 
fornia motor vehicle director, Paul Mason, prob- 
ably sums it up: “Several of the states have 
rather ambitious driver improvement programs, 
but these programs vary considerably and none 
of us, apparently, has been able to determine 
what is the most effective means of dealing 
with problem drivers. I hope we may, in the 
near future, find some means of making a study 
of the driver improvement methods in various 
states.” 

Illinois, pioneering beyond electronic proc- 
essing, has two research projects under way. 
One is the correlation of accident and moving 
traffic violation convictions to see if the traffic- 
violator repeater is also an accident-prone 
driver. A second project will compare the rec- 
ords of high-school-trained drivers and of chil- 
dren in the same age brackets who had no 
formal driver training. 


Electronics and other changes are coming 
Meantime, we are likely to see these changes: 
More electronic processing; perhaps moves 
toward a uniform point system; an effort such 
as a few states are making to strengthen the 
J.P. traffic courts and not only get convictions 
but report them promptly; wider use of the 
uniform (no-fix) traffic ticket and complaint; 
and of course, intensified driver education. 
There’s one thing on which safety experts 
agree: While the point system is no panacea, 
it is a uniform, impartial yardstick by which 
to judge a driver and, as the Wisconsin officer 
said, “Some drivers will not drive to save their 
lives or their money, but they sure are concerned 
over saving their driver’s licenses.” © 





FROM OUR ANNALS 





A MAN TO REMEMBER 


Benjamin Franklin 


January 17, 1706—A pril 17, 1790 


IT IS NO SLANDER on present-day genius to 
surmise that if Benjamin Franklin were alive, 
he might have colonized Mars by this time. 

He was that far ahead of his times. The 
gauge is the fact that his fame and feats date 
back to a January 17 birthday in Boston, Massa- 
chusetts, 253 years ago. Two centuries ago he 
not only foresaw old-age pensions, social se- 
curity, health insurance, trust funds and other 
forms of present-day insurance. He actually 
pioneered in these and other branches of insur- 
ance, notably in mutual insurance. 

His fatherhood of insurance is fittingly memo- 
rialized in The Philadelphia Contributionship 
for the Insurance of Houses From Loss by Fire, 
of which he was the prime founder in 1752 
and which is still active today, at 212 South 
Fourth Street, Philadelphia, Pennsylvania, as 
the oldest fire insurance company in the United 
States. 

But even before that and for long afterward, 
Franklin’s interest in insurance and his con- 
tribution to its establishment flourished to be- 
come one of the brightest hallmarks of his 
character as a far-sighted, prudent, industrious 
and thrifty business man. 

At 16, he was extolling mutual undertakings 
as a means whereby readers of his Silence 
Dogood articles might improve their lot. At 17 
he himself set type on the first American book 
to mention insurance. 

These and countless other Franklin credits 
are less well known than his feat of “snatching 
fire from Heaven” and inventing the stove which 
bears his name. But of all his contributions 
to public welfare, probably none surpasses his 
constant crusade against fire, perpetuated to 
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Young Franklin (upper right) selling his ballads 
in streets of Boston; C. E. Mills painting. His 
Boston birthplace (right). The articles of asso- 
ciation of the Contributionship (below), de- 
scribed, for its famous names, as “the most 
quickening historic relic in all Philadelphia.” 
































Franklin, who was colonel of the Pennsylvanic 
militia, also co-founder of the U. S. Navy, di# 
recting stockade fort erection. Painting by Mil 





this day through his writings on fire preven- 
tion and fireproof construction, his founding 
of organized fire fighting through formation of 
Philadelphia’s first fire-fighting organization 
(Union Fire Company) and his role in the Con- 
tributionship to indemnify against fire damage. 
Its first policy, issued on June 26, 1752, inau- 
gurated mutual fire insurance in America. 

Likewise, the earliest suggestion of crop in- 
surance is attributed to Franklin. Out of his 
vast common sense and great powers of observa- 
tion, he got the idea from a 1788 storm which 
destroyed the crops over a large portion of 
France. Writing to a friend, he said, “I have 
sometimes thought that it might be well to 
establish an office of insurance for farms against 
the damage that may occur from such storms, 
blights, insects, etc.” 

Providing for the aged and encouraging habits 
of thrift through life annuities is still another 
of the nation’s never-ending insurance legacies 
from Franklin. He was not only a prolific 
writer, but also an omnivorous reader on this 
subject and many others. 

Much of his knowledge about annuities came 
from his good friend, Dr. Richard Price, a writer 
on the subject. Franklin, in turn, wrote his own 
dissertation on annuities and was always eager 
for statistics showing mortality rates and trends 
in population in various parts of the world. 


“Faithful Friend: Ready Money” 


If American thrift, prudence and security 
have one high heritage from the Franklin influ- 
ence it is the great principle of insurance— 
accumulation of safety reserves—formalized for 
the first time in America by unanimous vote 
of Contributionship policyholders in 1763 and 
immediately put it into effect. 

Within 18 years after it was formed, the 
company had some 2000 policies on its books and 
insurance in force of approximately $2 million. 
At present Contributionship has more than $87 
million of insurance in force. 

In monumental tribute to the father of insur- 
ance, there are now some 5700 insurance com- 
panies of all kinds in the U. S. with assets 
totaling more than $120 billion. Benefits and 
losses paid to policyholders now amount to some 
$14 billion annually. 

Of such service and resources, Franklin said: 
“There are three faithful friends: an old wife, 
an old dog, and ready money.” © 
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Precedent Setter—Public Law 85-836 


Added problems on Welfare and Pension Plans Disclosure Act may be 


posed for insurance and other companies by 86th Congress. 


“A LITTLE NEGLECT may breed mischief,” 
prefaced one of Benjamin Franklin’s most 
famous observations about how improbity can 
pyramid. 

A kindred precautionary spirit will prevail as 
the 86th Congress seeks to strengthen the Wel- 
fare and Pension Plans Disclosure Act passed 
during the preceding session. Strong voices 
spoke out in defense of management’s handling 
of welfare and pension plans even before the 
Act was passed and approved. Nevertheless, the 
pressure is on for the new Congress to go still 
farther in safeguarding against anything re- 
sembling neglect, mismanagement and mischief 
in the country’s welfare and pension funds. 

Setting the stage is the President, himself. 
Citing the short-putt range of the Act when 
he signed it, he said, “. . . even in this narrow 
segment it fails to provide necessary protection 
for the 85,000,000 working men and women 
whose interest in welfare and pension plans 
amounts to more than $30,000,000,000.” 

But by the President’s own admission, the 
Act is a precedent setter in the labor-manage- 
ment field. It went into effect January 1, 1959. 
Whatever happens to it in the new session of 
Congress will add precedent upon precedent, 
with far reaching implications for insurance 
companies and thousands of other business 
firms responsible for the welfare and pension 
funds of the 85,000,000 workers. 

The President objected to, and inferentially 
called for extensive corrective amendments 
aimed at these shortcomings: 

The Act’s requirement for summary state- 
ments only, making it possible to conceal many 
abuses. 

No interpretive government agency. 

The bill’s reliance solely upon workers to 
compel compliance through court proceedings. 

Failure to give the Secretary of Labor investi- 
gatory or enforcement powers. 
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No provision for dealing directly with the most 
flagrant abuses. 

Failure to appropriate funds for the Act’s job. 

Undue postponement of the required annual 
financial reports. 

Adding to the explosiveness of another Con- 
gressional round on the Act is the fact that 
it is a hybrid of differing versions passed by 
the Senate and by the House in the 85th Con- 
gress. As adopted, the bill is largely of House 
parentage; the Senate stamp is in the number— 
S. 2883. 

Any amendments notwithstanding, an impor- 
tant by-product of the Act may be in the making 
in the insurance fraternity. Proposed is the 
formation of a professional body, or at least 
recognition, of actuaries qualified to prepare 
and file the required actuarial reports. 


Insurance Has Major Role in Report Job 

Meanwhile, with the Act already in effect, 
both the role and the stakes of the insurance 
industry are high. As underwriters of many of 
the welfare and pension plans, insurance com- 
panies will be called upon to supply much of 
the information required in the reports. Plan 
descriptions, for example, must be filed within 
90 days after January 1. It has been estimated 
that about half of the $31 billion accumulated 
by the nation’s pension trust funds is in the 
hands of insurance companies. In addition, in- 
surance companies are covering more than 45 
million group policyholders for hospital ex- 
penses; about 46 million for surgical expense, 
more than 25 million for regular medical ex- 
pense, and upwards of 22 million for loss of 
income owing to disability. 

An additional reason why the insurance in- 
dustry will be alert to any further hearings and 
to amendment of the law is the fact that it 
contains several insurance amendments spon- 
sored by life insurance organizations. These 
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were mainly clarifications to facilitate compli- 
ance with the law. 


What is now Public Law 85-836, the Welfare 
and Pension Plans Disclosure Act, grew out of a 
1954-55 Senate Labor subcommittee investiga- 
tion of collectively bargained benefit plans. 
Mischief must have been breeding, as Franklin 
had forewarned hundreds of years before, for 
numerous instances of waste and corruption 
were uncovered. These union welfare plans were 
under fire when two insurance associations, 
American Life Convention and Life Insurance 
Association of America, testified before both the 
Senate and House Committees in June, 1957. At 
these hearings and throughout the entire year 
of Congressional consideration, the main em- 
phasis of insurance testimony stressed the desir- 
ability of limiting any bill to the so-called fund 
plans, the primary area of abuse. 

Such plans, also Known as the fixed-cost, 
jointly administered plans, embrace only about 
10 per cent of all workers contributing to pri- 
vate group welfare funds. By contrast, almost 
all other plans, including the bulk of those 
underwritten by insurance companies, are based 
on fired benefits, rather than fixed costs. Thus, 
these two types of plans became the battle- 
ground out of which emerged Public Law 85-836. 


Fixed-Cost Plans Easy Prey for Looting 


Supporters on the side of the insurance testi- 
fiers included Senator Gordon Allott (R. Colo- 
rado) who pointed out that fixed cost, jointly 
administered plans were involved in all the 
mischief. These plans, established for the most 
part under Section 302 (c) of the Taft-Hartley 
Act, are usually industry-wide, rather than 
company-wide. Payments are made to a third 
party, typically a board composed of union 
and management representatives. 

Senator Allott and all his associates aligned 
against registration and disclosure, ascribed the 
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IN MALAYA, where road transit is too hazardous, payroll 
cash for rubber plantations is dropped from an airplane. All 
risk of any loss is covered by a British cash-in-transit policy. 
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mischief of the fixed-cost plans to the fact that 
if members of the administration board un- 
scrupulously pocket some of the money received, 
it is relatively easy to hide the crime by reducing 
the quality or quantity of benefits. 

By contrast, the fixed-benefit system, because 
of the way it is set up, is credited with built-in 
safeguards against mismanagement and corrup- 
tion. Virtually all of the fixed-benefit plans are 
either funded or underwritten by an insurance 
company. Benefits cannot be decreased during 
the life of the insurance contract or trust agree- 
ment. Also, since the employer is a contributor, 
he suffers from any waste of money, or other 
increase in costs. Furthermore, in most fixed- 
benefit plans, the employer has no voice in in- 
vesting the money, as he often does under the 
fixed-cost arrangement. 

Hence, the contention against registration 
and disclosure is that a law which subjects both 
types of plans to the same scrutiny is not only 
unnecessary, but burdens insurance companies, 
welfare plan officials and the taxpayer with 
needless expense. 


Opponents Charge Act Will Sap Reserves 

The “unnecessary” point against disclosure 
is supported by the fact that some states already 
have the necessary laws and that others are 
actively considering such legislation. In addi- 
tion, it is held that the existing insurance and 
banking departments of the states have the 
administrative machinery and know-how to 
carry out the tasks that would be assumed by 
the federal government under what is now 
Public Law 85-836. Also, the President has estab- 
lished a cabinet committee to help develop 
methods of returning some areas of federal 
activity that are traditionally and properly the 
concern of the states. Regulation of banking 
and insurance, Senator Allott insisted, certainly 
falls within the category of traditional state 
responsibility. 

In the meantime, a new federal bureaucracy 
is in the making, if opponents of disclosure 
are correct. Senator Allott, relying on New 
York’s experience, figures an estimated 11,364 
additional federal employees would be required 
to administer the Act this first year at a cost 
close to $45 million. 

Will the Act, through disclosure of large re- 
serves in some plans, generate pressure for 
increased benefits without any increase in con- 
tributions? Opponents contend that it will and 
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that this will sap reserves, jeopardizing the 
security of members and the soundness of the 
fund. Also, it is maintained that disclosure 
of how the funds are invested will produce de- 
mands that other, more socially desirable types, 
such as low-cost housing, should be utilized. 
More important, disclosure of employers’ welfare 
costs will give unions financial data that would 
be difficult or impossible to obtain otherwise. 
Knowing costs and benefits, union representa- 
tives can employ a whipsaw technique. 

Testing of all these objections against the 
counter claims of disclosure’s advocates is now 
under way with Public Law 85-836 in force. 
These pro-disclosure forces have always held 
that the most serious single weakness in pri- 
vate social insurance is not in the abuses and 
failings. Rather, it is the too-frequent prac- 
tice of withholding, from those most directly 
affected—the employee beneficiaries—informa- 
tion which will permit them to determine (1) 
whether the program is being administered effi- 
ciently and equitably, and more important, (2) 
whether or not the assets and prospective in- 
come of the program are sufficient to guarantee 
the benefits which have been promised them. 

Both fixed-benefit and fixed-cost plans have 
suffered from these shortcomings, in the opinion 
of those who have pushed for registration and 
disclosure. Leaders on this side have been Sena- 
tors John F. Kennedy (D. Massachusetts) and 
Paul H. Douglas (D. Illinois). Most labor unions, 
with the notable exception of John L. Lewis 
and his United Mine Workers, have been pro- 
disclosure. Lewis held back because of the paper 
work and costs involved. 


Fixed-Benefit Safeguards Are Discounted 

Proponents of disclosure have summarily set 
aside the reputed built-in safeguards of level 
of benefit (fixed benefit) systems. Under these 
plans, the employer pays the total cost of the 
benefits, or the balance of the cost over the 
employees’ direct fixed contributions, and bears 
the expense of administration. 

Even if the employee pays nothing out of 
his own pocket into the benefit plan, propo- 
nents of disclosure maintain that he still has 
a right to know how the money is being used. 
The reason, cited by Senator Kennedy and 
others, is that the employer’s share of the 
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cost of these plans is a form of compensation 
the same as wages or other employee benefits. 
Also, the plans involve control and management 
of enormous sums by a comparatively few for 
the benefit of tens of millions. 

Under these circumstances, Public Law 85-836 
is held to be a legitimate federal function for 
two reasons: (1) Only six states have passed 
specific laws providing for disclosure or regu- 
lation of employee-benefit plans and these differ 
widely in scope and detail; (2) private plans 
complement and supplement public social se- 
curity programs and are, in fact, given favorable 
tax treatment. In 1956, as an example cited 
by Senator Kennedy, employers contributed an 
estimated $5.7 billion to employee-benefit plans, 
all of which was tax deductible. It can be readily 
seen, he said, “what a tremendous incentive is 
provided by these plans.” 


No Reprieve on Mountainous Reporting Job 

All these pros and cons will be aired again 
as the new Congress seeks to amend and revise 
the Act for the job the Administration and its 
advocates have set for it. Meanwhile, companies, 
unions, insurance firms and others have no 
reprieve from the required paper work. Only 
those with plans covering 25 or fewer employees 
are exempt. Otherwise “welfare and pension” 
take in about all the exigencies from birth to 
death. “Welfare” includes plans dealing with 
benefits for medical and hospital care, sickness, 
death, accident, disability and unemployment. 
“Pension” plans are any dealing with arrange- 
ments for retirement, whether by insurance, 
annuities, profit sharing or whatever. 

Plan descriptions on forms supplied by the 
Secretary of Labor are due within 90 days from 
January 1. This plan description plus a financial 
report must disclose the schedule of benefits, 
how the program is financed, whether a union 
is involved, who runs the program and the pay 
for the job. 

To complete at least the spirit of the law— 
if not the letter—copies of these plans must 
be supplied on request to employees. They are 
the 85,000,000 referred to by the President as 
having a $30 billion stake in welfare and pension 
plans. Some estimates put the total at 90,000,000 
for all types of plans—hospitalization, surgical, 
medical and retirement. 

Potentially, at least, Public Law 85-836 has 
touched off a new high in mass readership, 
mass figures and mass disclosure. © 
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NEW HAMPSHIRE’S GREAT PROFILE has gathered 
world fame since it was first sighted in 1805, gazing out 
stoically at a nation and an insurance industry in the 
making. 

As becomes such a famous face, the Old Man of the 
Mountain has lived to need a mason’s massage every 
couple of decades or so. And therein lies the story of 
how the Great Profile got into the insurance business. 

All the Old Man’s admirers will approve. Certainly 
Nathaniel Hawthorne would, for it was he who immor- 
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talized the natural rock formation in his well-remem- 
bered tale of the “Great Stone Face.” 

Ever since then this famous rock formation has be- 
come an increasingly hallowed treasure to be preserved 
and risk-proofed in every way possible. When it was 
first sighted in the early 1800’s, insurance companies 
were just beginning to edge their way across the con- 
tinent with the outposts of the agency system. Fame 
of the New Hampshire landmark and other early Ameri- 
can lore moved westward apace. 

Unfortunately, toward the end of the 19th century, 
the Profile’s 300-ton forehead—perhaps weary with the 
history it held—appeared to slip a bit. Insurance men, 
perfecting fire prevention methods in the wake of the 
Great Chicago Fire and molding the first version of 
today’s standard fire insurance policy, were too busy 
to notice. But by 1915, the sagging lines on the Old 
Man’s brow so alarmed a Massachusetts quarryman 
that he enlisted the governor’s aid to effect a repair job. 

For a time, all seemed well. But last year, the Old 
Man appeared in danger again—from the same erosive 
forces that sketched his features originally. It was then 
that he got into the insurance business. 

New Hampshire’s Profiles Magazine, taking no 
chances, took out the policy. Reasoning that the disap- 
pearance of the Old Man from the scene would make 
many of their engravings valueless and could even 
endanger the publication’s name, the publishers car- 
ried their problem to a local insurance company. Now 
the magazine is insured against the hazard of the Old 
Man reverting to nothing but a faceless pile of rocks. 

Happily for all concerned, it appears that no claim 
against the unusual policy will be made, at least for 
the time being. The state has hastened to do a remark- 
able job of aerial masonry on the Profile’s stony brow, 
and the Old Man may well endure to view the advent 
of space-flight insurance. © 
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Hazardous repairs on Great Profile required safe- 
ty lines, iron nerves, helicopter-airlifted supplies. 


Photos New Hampshire 


Planning and Development 
Commission; Reg. Keniston. 








ELECTRONICS: 


The latest in electronic versatility: IBM’s 7070, designed for 
both medium and large-scale computer applications. The his- 
toric vacuum tube has given way to the transistor, thereby 


reducing the required power, floor space and air conditioning. 
IBM Photo 


“Greased Lightning” for Paper Work 


In short-cutting complicated 
computations and statistical work, 
EDP systems are a long 

stride into the future for 


insurance and other businesses. 


WHAT LOOKED LIKE a long gamble a few 
years ago has become a generally accepted fact: 
Electronic data processing (EDP) has put us 
on the moon, so to speak, in hop-skipping the 
paper work that has plagued modern-day 
business. 

Few big gambles have paid off faster. Early 
in 1954 General Electric’s accounting depart- 
ment hired a mammoth pile of metal, wire and 
vacuum tubes named UNIVAC. Suddenly a 
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latent interest blossomed wherever business men 
picked up their morning papers. 

These inanimate children of science—elec- 
tronic computers—had proved eminently useful 
to the laboratory and military people. Now 
came a tantalizing thought: was there a prac- 
tical niche for these gadgets in the world of 
sales, costs and profits? 

Among the organizations that peeled the 
sharpest eyes computerwards were insurance 
firms. Were these machines the answer to com- 
petition and a rising cost spiral? 

Today, after more than considerable expense 
in the research and installation stages, many 
insurance companies are trimming unit costs 
through the high-speed information handling 
techniques of the Missile Age. 

High level actuarial work and streamlined 
clerical operations have been the initial goals 
of automators in the industry. Complex reports, 
storage of policyholder information, computa- 
tion of insureds’ premiums, calculation of divi- 
dends, even selection of risks in some cases— 
these are a few of the jobs riow vested in insur- 
ance computer units. 

Some amazing feats have been achieved, such 
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as transferring the data on nearly two million 
policyowner record cards, many with several 
hundred pieces of information, to 60 plate-size 
reels of tape. Yet despite such innovations, the 
changeover to computer systems has proved a 
gradual process. The time involved in research- 
ing, programming and getting an EDP system 
perfected may well run to several years—and 
a lot of money. 

On the other hand, the promise of the new 
tools has been spectacular enough to justify 
the expense. Statistics once unobtainable in 
terms of time and money are now easily avail- 
able. And the new systems have shown the way 
to dealing with ever-increasing detail work 
without the mushrooming clerical staffs of the 
past. One computer manufacturer reports an 
insurance client cut its time on one compli- 
cated reporting job from 1800 to 12 man-hours. 
Another client—in eight hours with a computer 
—knocks off a statistical job that would keep 
one employee busy for six months. 

The new methods for handling paper work 
in volume are peculiarly suited to insurance 
work, where production is a matter of constantly 
completing forms and making computations. 
More than a quarter of the 1700 computers at 
work in business today are either in insurance 
firms or utilities and many more machines are 
on order. 

Insurance men point out that the whole con- 
cept of EDP fits into historical progress. Consider 
the adding machine, the desk calculator and 
the punched card; all of these early devices in 
office automation have seen long and imagina- 
tive application in insurance surroundings. In 
fact, in many cases mechanization of clerical 
routine by pre-EDP systems has yet to be out- 
dated as a cost-cutter. But firms that have 
found this so are not closing their minds to 
electronics. 

Fortunately, EDP systems have proved their 
advantages can extend to companies of all sizes 
and means. Feasibility studies, made to deter- 
mine the possibilities in a computer application 
to a specific company’s problems, have often 
more than paid their way just in improvements 
in existing procedures. Some firms, finding they 
can use a computer occasionally, subscribe to 
service bureaus where certain jobs can be han- 
dled faster and more accurately for as little or 
less than manually. Another approach for 
organizations of modest resources lies in joint 
use of a computer, which has worked success- 
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fully for four insurance companies in New 
England. 

Commercial debut of those mechanical wiz- 
ards has been accompanied by a certain confu- 
sion as to just what manner of monsters these 
be. “A computer,” says one insurance research 
director, in a moment of oversimplification, “is 
just a bunch of little yes and no gates. Its value 
lies in its tremendous speed.” Which, if slightly 
abridged, is the story in a nutshell. 


























Using electronic impulses as its counters, and 
Boolean algebra—a mathematical technique for 
applying formal logic—as its procedure, a com- 
puter can make a complex sequence of simple 
yes or no decisions and arrive at an appraisal 
of an insurance risk. With complicated cal- 
culations, the computer likewise reduces the 
difficult to simple terms; instead of multi- 
plying 9,324,695 by 3,572, it converts the first 
number to a series of plus and minus im- 
pulses and adds it to itself 3,571 times in 
lightning-like fashion. In either case, the com- 
puter’s virtue is its extreme speed and a pro- 
pensity for near-errorless work—when properly 
instructed and run. 

Therein, of course, lies one of automation’s 
big problems—the growing need for trained per- 
sonnel. This has spurred insurance companies 
and equipment manufacturers alike to develop 
extensive training programs. Computers, as has 
been amply advertised, are not brains, don’t 
think and are left in the lurch when it comes 
to applying independent judgment. Outside of 





science-fiction, not one of them has ever run 
berserk among the damsels of the endorsement 
section. Computers, in fact, can do only and 
exactly what they are told. 

This lack of think-power in the new machines 
had led to a subtle change in the American 
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Electronics—“Greased Lightning” 


insurance office. It is not unusual today for an 
insurance payroll to be well-dotted with elec- 
tronics engineers and former math majors. One 
vice president in operations says tomorrow’s 
computer repair work will be done by college 
men with physics degrees using mathematical 
techniques, instead of by electronics school 
grads with toolkits. Probably a combination 
of the two will prevail, but there is no doubt 
that the university math, logic, physics or 
tech student has a new future in insurance. 

As in other industries, a cry has gone up 
with the advent of electronics in insurance: 
“There won’t be any jobs left for people.” The 
opposite is more nearly the truth. Instead of 
the wholesale displacement of help throughout 
the industry, employees have generally been re- 
trained for new jobs, often upgraded in the 
process. 

Companies that have made the transition 
report their new equipment has enabled them 
to handle increased volumes of work without 
additional help, but that normal turnover— 
particularly female—during the months required 
for conversion solves the problem of surplus 
personnel. One company eliminated no people 
through adding a computer, but in two years 
acquired increased business that would have 
called for 200 clerks at one million dollars more 
a year in salaries. 

All in all, prospects indicate the office of the 
future will not be run by two engineers and a 
machine. Consider the systems manager who 
was interviewing recently for a staff program- 
mer. Programmers prepare the intricate, de- 
tailed instructions which a computer must have 
to carry out each operation. Logic and mathe- 


matical aptitudes are of prime importance and 
the systems boss didn’t expect to find them 
in the well-programmed 115 pounds of colleen 
who marched into his office, application in hand. 
Thirty minutes later, after the miss had dazzled 
him with her computer savvy and diagrammed 
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a home-wired hi-fi speaker for free, the man- 
ager hired her and passed the word to his boys 
to look to their laurels. 

More pertinent to the personnel side, company 
after company is giving employees a running 
report of automation plans and progress, and 
more importantly, telling employees what the 
changes will mean to them. When the “why” 
of the new systems is broached, it’s usually 
plain and simple: to cut costs and thereby hold 
prices down. 


Startling Advances Seen in Near Future 


Insurance systems thinkers consider the steps 
taken so far as just the beginning. Equipment 
is improving steadily, and maintenance prob- 
lems are rapidly easing. In five years or so, the 
experts visualize startling advances. By then 
you may visit your insurance carrier and find 
your auto or homeowners’ policy being proc- 
essed on a computer not much larger than the 
bookcase in your office. Subminiaturization will 
mean computers with capacities beyond those 
of today’s giants, but operating comfortably 
from standard 220-volt electrical service. Cur- 
rent space cramps and air conditioning prob- 
lems, both costly items, will be long gone. 

A more exciting prospect in electronic com- 
munication systems lies perhaps ten years 
ahead, but when it gets here—and it will— 
insurance executives will have more time to 
devote to creative management and the strategy 
of decisions. Computers and intricate data- 
manipulating systems will be making the day- 
to-day decisions on the basis of rules estab- 
lished by management, rules translated into 
machine action by a staff intent on what may 
be ultimate communications theory—a concept 
called integrated data processing. IDP, as seen 
by the systems seers, will do to the flow of 
information in an insurance firm what an auto- 
mated production line does to raw material in 
the most modernized automobile plants. 

In some areas in this country, there are well 
over 550 companies competing for the same 
piece of insurance business. Competition is as 
hot, if not in quite as overwhelming volume, 
throughout the industry. The result, as time 
has always proved, is beneficial to the buyer, 
but the pressure imposes a mandate of mod- 
ernization on the seller. 

No wonder EDP is a natural in insurance 
circles—the industry has made a habit of oper- 
ating with one foot in the future. © 
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CLOSE-UPS OF OUR COMMISSIONERS 


Tennessee’s No: 
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(Northington resigned as Tennessee 


commissioner just at press time.) 


Northington of Tennessee, an insurance administrator where atoms 
and industry flourish. He gets into all 95 counties every year. 


MANY OF US have long been aware of Tennes- 
see’s gentler side so well depicted in the soft 
blue haze over the smokies... 

But on August 6, 1945, Tennessee assumed 
a new dimension: Oak Ridge. The state’s famous 
Casey Jones Museum was destined to become 
second to the Atomic Energy Museum. 

Today, “Tennessee” means business, partly 
atomic and considerably otherwise—and busi- 
ness to the Volunteers as elsewhere, includes 
insurance. Some 700 insurance companies and 
organizations are licensed in the state, includ- 
ing more than 180 life companies and upwards 
of 400 fire and casualty firms. 

Tennessee, just now, is the number one in- 
surance state; its commissioner, Arch E. North- 
ington, is president of the National Association 
of Insurance Commissioners. 

Commissioner Northington has been in the 
insurance business since 1928. He went to 
Vanderbilt University; later was a first lieu- 
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tenant in the European Theatre during World 
War II. A partner in the firm of King and 
Northington, he was appointed Tennessee Com- 
missioner of Insurance and Banking and State 
Fire Marshal in 1953. He has completely reorgan- 
ized his department, which handles business 
that produced more than $84 million state rev- 
enue in 1956. 

A church deacon for more than 20 years, 
Mr. Northington has also been an American 
Legion post and district commander. A 13-year 
Kiwanian, he has never missed a meeting at 
Clarksville, where he is a past president. 

Latest available figures, excluding life, rank 
Tennessee 18th in the nation; annual premiums 
of $240 million were a $17 mililon gain over the 
preceding year. From ’55 to ’57, Tennessee pre- 
miums increased more than 16 per cent. Mutual 
insurance firms recorded nearly a 12 per cent 
boost in premiums between 1956 and 1957; dur- 
ing the same period, stock companies showed a 
6 per cent increase. © 


Oak Ridge K-25: turning out uranium for peaceful and, if need be, 
protective purposes. Nearby is world’s only atomic energy museum. 


Photo Oak Ridge Institute of Nuclear Studies 








OUR COVERS: Front, Franklin’s natal city, 
Boston, as adapted from a harbor scene 
by an anonymous artist of the early 
18th century; back, Boston today with the 
nuclear-powered submarine Skate in a 
harbor welcome for feats under polar ice. 
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